STATE OF WISCONSIN

Notice of Listed Material Information #2001-07
Dated September 5, 2001

This document provides information which may be material to financial evaluation
of the State of Wisconsin, however neither the preparation nor submission of this
document constitutes a Listed Event pursuant to the State’'s Master Agreement on
Continuing Disclosure.

Issuer: State of Wisconsin General Obligation Bonds
CUSIP Numbers: 977053, 977055 and 977056 Prefix (All)
Summary: Standard & Poor’s has revised the outlook on the State’s

general obligation bonds from stable to negative. The bond
rating is affirmed at AA. Attached is a press release issued
by Standard & Poor’'s Ratings Group.

The undersigned represents that he is the Capital Finance Director, State of
Wisconsin Capital Finance Office, which is the office of the State of Wisconsin
responsible for providing Annual Reports and giving notice of Listed Material
Events when notice is required by the State’s Master Agreement on Continuing
Disclosure.

/s/ FRANK R. HOADLEY
Frank R. Hoadley, Capital Finance Director
State of Wisconsin Capital Finance Office
Wisconsin Department of Administration
101 East Wilson Street
Madison, WI 53702
Phone: (608) 266-2305
Fax: (608) 266-7645
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NEW YORK (Standard & Poor's) Aug. 29, 2001--Standard &
Poor's today assigned its "A-1 -plus rating to
Wsconsin's $92.26 nillion GO extended munici pal CP due Cct. 1,
2001.
At the same tinme, Standard & Poor's assigned its
double-" A" rating to the state's $20 million GO bonds
taxabl e (veterans progran) series 2001E due Nov. 1, 2031. The CP and the
GO bonds are expected to sell Sept. 11, 2001. The outl ook on the GO bonds
i s negative.
In addition, Standard & Poor's affirned its 'A-1'-plus
rating on the state's outstanding CP debt.
Standard & Poor's also affirmed its double-'A rating
and double-'A -mnus rating on the state's outstandi ng GO
and appropriation debt.
Standard & Poor's has revised the outl ook on the state's GO
and appropriation debt to negative from stable.
The outl ook revision reflects the state's:
-- Low reserve |evels,
-- Expected worseni ng negative GAAP fund bal ance,
-- Limted financial flexibility, and
-- Use of nonrecurring revenues to bal ance the current 2001-2003
bi enni um budget .
The rating is maintained at double-'A due to budget actions
(i ncluding expected vetoes) which substantially reduce the structura
deficit, and legislative adoption of financial procedures which should,
over this and the next biennium rebuild reserves and create a pernmanent
budget stabilization fund. Failure to elim nate the structural budget
i mbal ance and show steady progress in building reserves over this and the
next bienniumcould lead to a rating downgrade.
Downwar d revenue revisions to the revenue forecast of fiscals 2002 and
2003 put additional pressure on an already tight 2001-2003 bi enni um
budget. As adopted by the | egislature and incorporating expected veto
recomendati ons by Gov. Scott MCallum the budgeted endi ng general fund
budget ary bal ance on June 30, 2003, would be less than the estimted $198
m | lion ending June 30, 2001, budgetary bal ance, and providing little
financial flexibility if the state econony and rel ated revenue trends
worsen. The state's trend of budgeted drawdowns renmai ns a conti nui ng
rating concern given already slimreserve levels, linmted revenue, and
expenditure flexibility.
Ws.' GO rating reflects the state's:
-- @O pl edge, for which debt service is a first charge on all state
revenues;
-- Diversified econony, including a |arge and diversified manufacturing
sector;
-- Trend of stable econom ¢ and enpl oyment grow h;
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-- Mbderate debt burden with above-average debt roll-off; and
-- Mbdest future GO debt issuance.

O fsetting credit factors include:

-- Planned drawdown of budgetary reserves and use of nonrecurring
revenue to bal ance the 2001-2003 bi enni um budget;

-- Limted revenue flexibility and already slim budgetary reserves due
to prior tax cuts and rebates,

-- Prior lack of legislative conmtnent to increase reserves;

-- Increased two-thirds funding commtnent to public education since
1997, which has resulted in decreased expenditure flexibility; and

-- Negative GAAP fund bal ances which are expected to worsen through at
| east 2003.

The rating on Ws.' GO extendable nunicipal CP (EMCP) reflects the

state's:
-- @O pl edge,
-- Long-termcredit strength and strong market access record, and
-- Pre-existing GO bond authorization to provide liquidity for the
EMCPs.

W sconsin expects to finish the June 30, 2001, bienniumw th an estinated
$198 nmillion budgetary bal ance, including statutory reserves, which is
equal to a slim1.8%of appropriations. This is a decrease fromthe June
30, 2000, budgetary bal ance of $439.6 mllion (4.2% of appropriations) and
a substantial reduction fromthe ending June 30, 1999, budgetary bal ance
of $701 million (2.5%.

The 2001- 2003 budget, including the effect of expected vetoes, includes
$450 million of nonrecurring tobacco securitization debt proceeds (up from
$350 in the introduced budget) to achieve bal ance. An additional $132
mllion on nonrecurring revenues cones from federal nedica
rei mbursements. Wiile the use of nonrecurring revenues indicates fisca
stress and is a rating concern, the use of onetine revenues is expected
for only the 2001-2003 bi ennium Wsconsin has historically proposed
conservative budgets. However, the state continues to face a significant
chal l enge to operate within avail abl e revenues and buil d needed reserves.

Due to state assunption of two-thirds funding of education since 1997,
with no concurrent tax increases, Wsconsin's current budget has
significantly less flexibility to adjust to econonic and revenue
fluctuations than it did in past bienniuns. Consistent with the tight
budget, the 2001-2003 bi enni um budget has no new taxes and no structura
tax changes or refornms. The state's principal revenue sources

continue to be the individual income taxes at 53% of general fund revenues
and sal es taxes at 34%

The adopted 2001- 2003 budget is noteworthy in initiating financia
reforms and nulti-year planning. It also signals a reversal of prior
fiscal practices that created a structural inmbalance. The willingness of
both the executive and | egislative branches to control spending and
steadily build financial reserves will be the prinmary detern nant of
future state rating actions. A statutory nechanismis established to build
| ong-termreserves by depositing 50% of any future state budget surplus
into a budget stabilization fund. The target budget stabilization fund
level is 5.0% of appropriations, which could potentially bring reserves
close to 7.0% of budget when conbined with an existing 1.2% statutory
reserve (the statutory reserve will be increased to 2.0% by fiscal 2006).

Ref orns al so include full disclosure in future state budgets of the GAAP
deficit and any structural budget inbal ance. The Wsconsin | egislature
al so adopted state-level expenditure limtations tied to the growh in
state personal incone (education and debt service expenditures are
exenpt ed) .

W sconsin has a broad econom c base that has experienced steady growh
and limted cyclicality since the md 1980s. A substantial, but slightly
declining, manufacturing sector represented 21% of 2000 enpl oynent.
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Diversity in the manufacturing sector is a key factor in the state's
econom ¢ performance and contributes to its low cyclicality. Service and
trade sectors renmain the driving force behind overall enploynent growth
and provided 49% of total jobs in 2000, up from45%in 1987. As with nuch
of the Mdwest, Wsconsin's tight |abor market accounts for some of
the sl owdown of enploynment growh and contributes to historically | ow
unenpl oynent rates. The state's 2000 unenpl oynent rate was 3. 3%

OUTLOOK: NEGATI VE

The outl ook reflects the chall enges facing both the executive and
| egi sl ati ve branches to control spending, elimnate the structural deficit
no later than the next budget cycle, and consistently build financial
reserves. The ability and willingness of the state to do so will be the
primary determ nants of future rating actions. Continued reliance on
nonrecurring revenues to bal ance state budgets woul d weaken the
state's credit profile.

Copyright © 1994-2001 Standard & Poor's. All Rights Reserved. Privacy Policy A Divisian of The " . m
nnsion MoGraw-H C:'Jﬂm

file://IC:\WINDOWS\Temporary%620I nternet%20Files\OL K 3F\29-A ug-2001%20Wiscons... 08/29/2001



